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TESTIMONY OF
DR. BRIAN K .STAIHR

ON BEHALF OF
UNITED TELEPHONE COMPANY OF THE CAROLINAS C

d/b/a/ EMBAR' I

l

VJ1

1 Please state your name, title and business address.

3 My name is Brian K. Staihr. I am employed by Embarq Corporation as Director-Policy /

4 Regulatory Economist in the Department of Law and External Affairs. My business

5 address i» 5454 W. 100' Street, Overland Park, Kansas 66211.

7 On whose behalf are you testifying in this proceeding?

9 On behalf of United Telephone Company of the Carolinas d/b/a/ Embarq (hereafter

10 referred to as the "Company" ).

12 Please briefly describe your educational background and work experience.

13

14 I hold a B.A. in Economics from the University of Missouri-Kansas City, and an M.A.

15 and Ph. D. in Economics from Washington University in St. Louis. My field of

16 specialization is Industrial Organization, including Regulation.

17

18 Embarq is the company that was created when Sprint-Nextel "spun-off" its local

19 exchange operations in May of 2006. United Telephone Company of the ( arolinas is

20 part of those operations. I began working with Sprint's Regulatory Policy Group in 1996.
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My name is Brian K. Staihr. I am employed by Embarq Corporation as Director-Policy /

Regulatory Economist in the Department of Law and External Affairs. My business

address is 5454 W. 100 th Street, Overland Park, Kansas 66211.
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On behalf of United Telephone Company of the Carolinas d/b/a/Embarq (hereafter

referred to as the "Company").

Please briefly describe your educational background and work experience.

I hold a B.A. in Economics from the University of Missouri-Kansas City, and an M.A.

and Ph.D. in Economics from Washington University in St. Louis. My fie]Ld of

specialization is Industrial Organization, including Regulation.

Embarq is the company that was created when Sprint-Nextel "spun-off" its local

exchange operations in May of 2006. United Telephone Company of the Carolinas is

part of those operations. I began working with Sprint's Regulatory Policy Group in 1996.



1 In my current position I am responsible for the development of state and federal

2 regulatory and legislative policy for Embarq. I am also responsible for the coordination

3 of policy across business units. My particular responsibilities include 1) ensuring that

4 Embarq's policies are based on sound economic reasoning, 2) undertaking or directing

5 economic and quantitative analysis to provide support for Embarq's policies, 3)

6 advocating those policies in state and federal proceedings, and 4) conducting original

7 research. The specific policy issues that I address include universal service. pricing,

8 costing (including cost of capital), access reform, reciprocal compensation and

9 interconnection, local competition, marketplace issues, and more.

10

11 In the eleven years since the passage of the Telecommunications Act of 1996 I have

12 testified before Congress on telecommunications issues, and my research has also been

13 used in congressional oversight hearings. I have appeared before the Commissions or

14 Board» of the following states: South Carolina, Virginia, Florida, Kansas, New Jersey,

15 Pennsylvania, North Carolina, Nevada, Texas, Illinois, Missouri, Georgia, California,

16 New Mexico, Minnesota, and Nebraska. I have also worked extensively with the staff of

17 the Federal Communication Commission ("FCC")and have presented origi. nal research

18 to the FCC.

19

20 In January 2000 I left the telecommunications industry temporarily to serve as Senior

21 Economist for the Federal Reserve Bank of Kansas City. There I was an active

22 participant in the Federal Open Market Committee process, the process by which the

23 Federal Reserve sets interest rates. In addition, I conducted original research on
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In my currentpositionI amresponsiblefor thedevelopmentof stateandfederal

regulatoryandlegislativepolicy for Embarq. I amalsoresponsiblefor thecoordination

of policy acrossbusinessunits. My particularresponsibilitiesinclude 1)ensuringthat

Embarq'spoliciesarebasedonsoundeconomicreasoning,2) undertakingor directing

economicandquantitativeanalysisto providesupportfor Embarq'spolicies;,3)

advocatingthosepoliciesin stateandfederalproceedings,and4) conductingoriginal

research.Thespecificpolicy issuesthatI addressincludeuniversalservice,pricing,

costing(includingcostof capital),accessreform,reciprocalcompensationand

interconnection,localcompetition,marketplaceissues,andmore.

In theelevenyearssincethepassageof theTelecommunicationsAct of 19961have

testifiedbeforeCongresson telecommunicationsissues,andmy researchhasalsobeen

usedin congressionaloversighthearings.I haveappearedbeforetheCommissionsor

Boardsof thefollowing states:SouthCarolina,Virginia, Florida,Kansas,New Jersey,

Pennsylvania,NorthCarolina,Nevada,Texas,Illinois, Missouri,Georgia,California,

NewMexico,Minnesota,andNebraska.I havealsoworkedextensivelywiiththestaffof

theFederalCommunicationCommission("FCC") andhavepresentedoriginal research

to theFCC.

In January20001left thetelecommunicationsindustrytemporarilyto serveasSenior

Economistfor theFederalReserveBankof KansasCity. ThereI wasanactive

participantin theFederalOpenMarketCommitteeprocess,theprocessby whichthe

FederalReservesetsinterestrates. In addition,I conductedoriginal researchon
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1 telecommunication issues and the effects of deregulation. I returned to the industry in

December 2000.

4 For the past twelve years I have also served as Adjunct Professor of Economics at Avila

5 University in Kansas City, Missouri. There I teach both graduate and undergraduate

6 level courses.

8 Prior to my work in regulation I served as Manager —Consumer Demand Forecasting in

9 the marketing department of Sprint's Local Telecom Division. There my responsibilities

10 included forecasting the demand for services in the local market, including basic local

11 service, and producing elasticity studies and economic and quantitative analysis for

12 business cases and opportunity analyses.

13

14 What is the purpose of your testimony?

16 The purpose of my testimony is to address the Application of Alltel Communications,

17 Inc. ("Alltel") for Designation as an Eligible Telecommunications Carrier ("ETC")filed

18 with the Public Service Commission of South Carolina ("the Commission" or

19 "Commission" ) on April 18, 2007. Specifically, my purpose is to offer suggestions and

20 recommendations as to the manner in which the Commission should approach and

21 evaluate not only Alltel's ETC application, but also all other pending and forthcoming

22 ETC (C-ETC) applications.
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telecommunicationissuesandtheeffectsof deregulation.I returnedto theindustryin

December2000.

For thepasttwelveyearsI havealsoservedasAdjunct Professorof Economicsat Avila

University in KansasCity, Missouri. ThereI teachbothgraduateandundergraduate

levelcourses.

Prior to my work in regulationI servedasManager- ConsumerDemandForecastingin

themarketingdepartmentof Sprint'sLocalTelecomDivision. Theremy responsibilities

includedforecastingthedemandfor servicesin the localmarket,includingbasiclocal

service,andproducingelasticitystudiesandeconomicandquantitativeanalysisfor

businesscasesandopportunityanalyses.

What is the purpose of your testimony?

The purpose of my testimony is to address the Application of Alltel Communications,

Inc. ("Alltel") for Designation as an Eligible Telecommunications Carrier ("ETC") filed

with the Public Service Commission of South Carolina ("the Commission" or

"Commission") on April [ 8, 2007. Specifically, my purpose is to offer sug, gestions and

recommendations as to the manner in which the Commission should approach and

evaluate not only Alltel's ETC application, but also all other pending and forthcoming

ETC (C-ETC) applications.



1 Why is it appropriate for Embarq to offer suggestions and recommendations to the

2 Commission as to hovv ETC applications should be evaluated?

4 The Commission recently issued a Commission Directive in which it was e, tablished that

5 the FCC's guidelines for ETC designation would serve as a guiding —but not

6 controlling —factor in its considerations of ETC applications. In that directi. ve the

7 Commission also stated that "the public interest should be paramount in our

8 considerations. "' With regard to the public interest, in the FCC's ETC Designation Order

9 from 2005 the FCC was explicit that state commissions may wish to apply their own

10 criteria to public interest determinations beyond the criteria contained in the FCC's

11 guidelines. In fact, the FCC indicated that state commissions were ".. .particularly well-

12 equipped to determine their own ETC eligibility requirements. " Therefore, as an

13 incumbent provider in South Carolina it is appropriate for Embarq to raise issues that we

14 believe are key to the public interest in South Carolina and suggest that the Commission

15 give particular weight to these issues as it uses the FCC's guidelines as a "guiding —but

16 not controlling" factor.

17

18 Do you have specif'ic recommendations about guidelines that the Commission should use

19 in evaluating the Alltel application and other ETC applications?

20

' Commission Directive in Docket No. 2006-37-C, May 30, 2007.
FCC Report and Order in CC Docket 96-45 released March 17, 2005 ("ETC Designation Order" ),

paragraph» 58-64. Throughout this testimony all references to legal documents including orders, decisions,
rules, ctc. are an economist's reading of the order, rules, etc. and are made specifically with respect to the
economic implications ol' the reference. Any references to legal documents or references to sections of
legal documents are not intended to he put forth as legal interpretations.
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Whv is it appropriate.[or Embarq to of[er suggestions and recommendations to the

Commission as to how ETC applications should be evaluated?

The Commission recently issued a Commission Directive in which it was established that

the FCC's guidelines for ETC designation would serve as a guiding--but not

controlling--factor in its considerations of ETC applications. In that directive the

Commission also stated that "the public interest should be paramount in our

considerations. ''1 With regard to the public interest, in the FCC's ETC DesiLgnation Order

from 2005 the FCC was explicit that state commissions may wish to apply their own

criteria to public interest determinations beyond the criteria contained in the, FCC's

guidelines. 2 In fact, the FCC indicated that state commissions were "...particularly well-

equipped to determine their own ETC eligibility requirements." Therefore, as an

incumbent provider in South Carolina it is appropriate for Embarq to raise issues that we

believe are key to the public interest in South Carolina and suggest that the Commission

give particular weight to these issues as it uses the FCC's guidelines as a "guiding--but

not controlling" factor.

Do you have specific recommendations about guidelines that the Commission should use

in ewduating the Alltel application and other ETC applications?

Commission Directive in Docket No. 2006-37-C, May 30, 2007.
: FCC Report and Order in CC Docket 96-45 released March 17, 2005 ("ETC Designation Order"),
paragraphs 58-64. Throughout this testimony all references to legal documents including orders, decisions,
rules, etc. arc an ec0nomist's reading of the order, rules, etc. and are made specifically with respect to the
economic implications of the reference. Any references to legal documents or references 1Losections of
legal documents are not intended to be put tbrth as legal interpretations.



1 Yes. Embarq, the Office of Regulatory Staff, and Alltel jointly filed comments regarding

2 proposed regulations for designating ETCs which the Commission filed with the

3 Legislative Council on March 26, 2007. Our comments, filed June 1, 2007, included

4 suggested revisions to the proposed regulations.

6 Ca» you summari-e the suggested revisions and the issues they address?

8 The jointly filed revisions take steps toward requiring that any applicant commit to

9 fulfilling all service requests unless the Office of Regulatory Staff determines, after

10 investigation, that a specific request is unreasonable. Thi» represents much-needed

11 movement toward achieving greater regulatory parity among ETCs in that it represents

12 movement toward carrier of last resort responsibilities that are currently fully-shouldered

13 by local exchange companies like Embarq but not by C-ETCs. The jointly filed revisions

14 also would require that a public interest test include comparisons of customer density in

15 LEC wire centers and sub-wire center areas where an applicant intends and does not

16 intend to provide service using its own facilities. The customer density test would offer

17 some assurance that the applicant would not engage in blatant cream skimming. In

18 addition, the recommendations would require a newly designated ETC to report annually

19 on its continued reliance on resale and the feasibility of migrating customers served

20 through resale to the newly-designated ETC's own network. Embarq has consistently

21 held that new ETCs should be required to use USF dollars to expand their networks in

' Cream-skimming can exist both within a single wire center and across wire centers. When a C-ETC uses

its own facilities to serve low-cost portions of a wire center and relies on resale to serve the higher-cost

portions of the same wire center it is avoiding the costs of serving the high-cost areas just as certainly as if
it had not nfl'ered service in the high-cost areas at all.
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Yes. Embarq,theOffice of RegulatoryStaff,andAlltel jointly filed commentsregarding

proposedregulationsfor designatingETCswhich theCommissionfiled with the

LegislativeCouncilonMarch26,2007. Our comments,filed June1,2007,included

suggestedrevisionsto theproposedregulations.

Can you summarize the suggested revisions and the issues they address?

The jointly filed revisions take steps toward requiring that any applicant commit to

fulfilling all service requests unless the Office of Regulatory Staff determines, after

investigation, that a specific request is unreasonable. This represents much-needed

movement toward achieving greater regulatory parity among ETCs in that it represents

movement toward carrier of last resort responsibilities that are currently fully-shouldered

by local exchange companies like Embarq but not by C-ETCs. The jointly filed revisions

also would require that a public interest test include comparisons of customer density in

LEC wire centers and sub-wire center areas where an applicant intends and does not

intend to provide service using its own facilities. The customer density tesl{ would offer

some assurance that the applicant would not engage in blatant cream skimming. 3 In

addition, the recommendations would require a newly designated ETC to report annually

on its continued reliance on resale and the feasibility of migrating customers served

through resale to the newly-designated ETC's own network. Embarq has consistently

held that new ETCs should be required to use USF dollars to expand their networks in

3 Cream-skimming can exist both within a single wire center and across wire centers. When a C-ETC uses
its own facilities to serve low-cos[ portions of a wire center and relies on resale to serve the higher-cost
portions of the same wire center it is aw)iding the costs of serving the high-cost areas just as certainly as if
it had not offered service in the high-cost areas at all.
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1 and into high cost areas of a state, which goes to the very purpose of universal service

2 fund support. While the joint revisions do not preclude reliance on resale, the

3 Commission could use the information from such reporting to determine whether a

4 provider's continued ETC designation remains in the public interest. Finally, the jointly

5 filed recommendation» would require an ETC applicant to include in it service

6 improvement plan a detailed discussion of how it intends to expand its network to un-

7 served and under-served areas for which it seeks ETC status. Again, this addresses

8 Embarq'» position that universal service fund support should be used to provide facilities-

9 based choices in high cost areas of the state. While the jointly filed recommendations do

10 not explicitly require such build out, the Commission will at least have evidence of an

11 ETC applicant'» intentions and give those intentions proper weight as it considers

12 whether initial and continued ETC status is in the public interest.

14 Is Alltel's ETC application based on the jointly proposed revisions?

16 Alltel'» application is based on the FCC's existing ETC rules and was filed before the

17 jointly proposed revisions were developed. Because Alltel helped develop and agreed to

18 the jointly proposed revisions, I would expect Alltel to revise its application to conform

19 to them. I would also expect Alltel to file with the Commission and make available to all

20 partie» in this proceeding its service improvement plan. I would encourage the

21 Commission to carefully review Alltel's service improvement plan to ensure that any

22 universal service fund support it might receive is used for intended purposes.
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andintohighcostareasof astate,whichgoesto theverypurposeof universalservice

fundsupport.While thejoint revisionsdonot precluderelianceon resale,the

Commissioncouldusetheinformationfrom suchreportingto determinewhethera

provider'scontinuedETCdesignationremainsin thepublic interest.Finally, thejointly

filed recommendationswould requireanETC applicantto includein it service

improvementplanadetaileddiscussionof howit intendsto expandits networkto un-

servedandunder-servedareasfor which it seeksETC status.Again,this addresses

Embarq'spositionthat universalservicefund supportshouldbeusedto providefacilities-

basedchoicesin highcostareasof thestate.While thejointly filed recommendationsdo

notexplicitly requiresuchbuild out,theCommissionwill at leasthaveevidenceof an

ETCapplicant'sintentionsandgivethoseintentionsproperweightasit considers

whetherinitial andcontinuedETC statusis in thepublic interest.

Is Alltel's ETC application based on the jointly proposed revisions ?

Alltel's application is based on the FCC's existing ETC rules and was filed before the

jointly proposed revisions were developed. Because Alltel helped develop and agreed to

the jointly proposed revisions, I would expect Alltel to revise its application to conform

to them. I would also expect Alltel to file with the Commission and make available to all

parties in this proceeding its service improvement plan. I would encourage the

Commission to carefully review Alltel's service improvement plan to ensure that any

universal service fund support it might receive is used for intended purposes.



1 Do you have reason to believe that Alltel would not use universal service f'und support to

2 expand its networl into un-served and under-served areas of' the state?

4 No. Embarq knows with certainty that Alltel —unlike many other wireless carriers —has

5 in fact used USF dollars to build out into un-served areas in other states. However, while

6 it is likely that Alltel would do the same in South Carolina, it is important that the

7 Commission assure itself of Alltel'» intentions by carefully reviewing a service

8 improvement plan that includes its intentions to expand its network. And going forward,

9 it is even more important that the Commission assure itself in this manner for wireless C-

10 ETCs that do not have Alltel's history of using USF dollars to expand coverage.

12 Is it Etnbarq's position that Alltel's application in this proceeding should be denied?

13

14 No. It is Embarq's position that the Commission needs to take additional steps with

15 regard to all C-ETC applications that will help to ensure the public interest is served in

16 South Carolina.

17

18 You have touched on the i ssues thejointly f'iled revisions would address. C'an you

19 elaborate as to why these are important public policy considerations?

20

21 Let me begin by describing the current environment in which the Commission should

22 evaluate all applications for ETC designation. Simply put, with regard to universal

23 service the world is a very different place than it was only a few years ago. Currently the
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Do you have reason to believe that Alltel would not use universal service fund support to

expand its network into un-served and under-served areas of the state ?

No. Embarq knows with certainty that Alltel--unlike many other wireless carriers--has

in fact used USF dollars to build out into un-served areas in other states. However, while

it is likely that Alltel would do the same in South Carolina, it is important that the

Commission assure itself of Alltel's intentions by carefully reviewing a service

improvement plan that includes its intentions to expand its network. And going forward,

it is even more important that the Commission assure itself in this manner for wireless C-

ETCs that do not have Alltel's history of using USF dollars to expand coverage.

Is it Embarq's position that Alltel's application in this proceeding shouM be denied?

No. It is Embarq's position that the Commission needs to take additional steps with

regard to all C-ETC applications that will help to ensure the public interest is served in

South Carolina.

You have touched on the issues the jointly filed revisions would address. Can you

elaborate as to why these are important public policy considerations ?

Let me begin by describing the current environment in which the Commission should

evaluate all applications for ETC designation. Simply put, with regard to universal

service the world is a very different place than it was only a few years ago. Currently the
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1 FCC and the Federal-State Joint Board on Universal Service ("Joint Board" ) are

2 immersed in the middle of an ongoing, complex proceeding to try and resolve significant

3 problems that exist within the federal universal service fund. These problems include—

4 but are not limited to—an alarming increase in the growth of the fund over the past four

5 years that has been caused by granting competitive ETC applications.

7 Is there an) question «t all th«t thi» problem of'excessive fund growth h«sheen caused by

8 C-ETC «pplit ations. '

10 There i» no question at all. The graph below depicts data taken from a graph that FCC

11 Chairman Kevin Martin presented at a recent Joint Board en banc proceeding.

C-ETC Receipts - Millions Annually
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13 As the table shows, C-ETC receipts from the Federal USF fund have grown from $20M

14 annually in 2001 to over $1B annually in 2006. At the same time, receipts going to

15 incumbent firms such as Embarq have not grown at «II in the past four years. This

16 relationship is depicted the first graph of Attachment BKS-1. Attachment BKS-1

Presentation of FCC Chairman Kevin Martin before at the Federal-State Joint Board on lJniversal Service
En Ban& Proceeding, February 20, 2007, Washington D.C.

1 FCCandtheFederal-StateJointBoardonUniversalService("Joint Board") are

2 immersedin themiddleof anongoing,complexproceedingto try andresolvesignificant

3 problemsthatexistwithin thefederaluniversalservicefund. Theseproblemsinclude--

4 but arenot limitedto--an alarmingincreasein thegrowthof thefundover thepastfour

5 yearsthathasbeencausedby grantingcompetitiveETC applications.
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Is there an 3, question at all that this problem of excessive fund growth has been caused by

C-ETC applications ?

10

11

There is no question at all. The graph below depicts data taken from a graph that FCC

Chairman Kevin Martin presented at a recent Joint Board en banc proceeding. 4
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13 As the table shows, C-ETC receipts from the Federal USF fund have grown from $20M

14 annually in 2001 to over $1B annually in 2006. At the same time, receipts going to

15 incumbent firms such as Embarq have not grown at all in the past four years. This

16 relationship is depicted the first graph of Attachment BKS-1. Attachment BKS-1

4 Presentation of FCC Chairman Kevin Martin before at the Federal-State Joint Board on Universal Service

En Barn" Proceeding, February 20, 2007, Washington D.C.



1 contains copies of the actual graphs that Chairman Martin presented at the Joint Board en

2 banc proceeding.

4 Why exac tly is this growth a problem?

6 There are two reasons. First, because ultimately all USF dollars come out of the pockets

7 of consumers. Companies collect the dollars they turn over to the Federal USF by

8 assessing end-users through a line item on the end-user's bills. That line item, based on a

9 contribution factor calculated by the Universal Service Administration Corporation

10 ("USAC"), increases as the need for fund dollars increases. In 2002 the contribution

11 factor was 6.8%. In 2004 it was 8.7%. In May of 2007, it was 11.7%.

]2

13 The second reason is this: In many cases the dollars that have caused this excessive

14 growth are not being used, as one might imagine, to build out telecommunications plant

15 in underserved, high-cost areas. As I said earlier, experience has shown that Alltel is an

16 exception in this regard. But in many other instances the dollars are going to wireless

17 carriers for serving the exact same areas that four or five other wireless carriers are

18 already serving. For example, in the state of Mississippi there are currently over half a

19 dozen different wireless C-ETCs receiving dollars for providing service in the exact same

20 study area.

21

22 But aren 't these wireless C-ETCs required to take their USF dollars and expand their

23 coverage areas?
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Why exactly is this growth a problem ?

There are two reasons. First, because ultimately all USF dollars come out of the pockets

of consumers. Companies collect the dollars they turn over to the Federal USF by

assessing end-users through a line item on the end-user's bills. That line item, based on a

contribution factor calculated by the Universal Service Administration Corporation

("USAC"), increases as the need for fund dollars increases. In 2002 the contribution

factor was 6.8%. In 2004 it was 8.7%. In May of 2007, it was 11.7%.

The second reason is this: In many cases the dollars that have caused this excessive

growth are not being used, as one might imagine, to build out telecommunications plant

in underserved, high-cost areas. As I said earlier, experience has shown that Alltel is an

exception in this regard. But in many other instances the dollars are going to wireless

carriers for serving the exact same areas that four or five other wireless carriers are

already serving. For example, in the state of Mississippi there are currently over half a

dozen different wireless C-ETCs receiving dollars for providing service in the exact same

study areal.

But aren't these wireless C-ETCs required to take their USF dollars and expand their

coverage areas ?

9



1 No they are not, and that is an important point for the Commission to keep in mind as it

2 evaluates ETC applications and related service improvement plans. Under the current

3 rules no wireless C-ETC is ~re uired to use USF dollars to expand its coverage into un-

4 served or underserved high-cost areas. This is discussed in more detail below. As I have

5 explained, even the jointly filed revisions do not include such a requirement. However,

6 they do call for a detailed description in service improvement plans about how the

7 applicant intends to expand. They also call for annual reports about continued reliance

8 on resale, both of which are improvements over the status quo.

10 Returning to the issue at hand, ho&v should the Commission use this information as it

11 evaluates all ETC applications?

12

13 The Commission has a public interest determination that it must make when evaluating

14 any ETC application. This is true whether the application is for an area served by a rural

15 incumbent or by a non-rural incumbent. The important point for the Commission tos

16 keep in mind is that this public interest determination is a multi-faceted and complex

17 decision. Granting any ETC application goes well beyond a perfunctory "checking-of-

18 boxes" that the applicant has met a certain list of criteria. It also goes beyond a simple

19 desire for increased competition. On that point, the FCC has been very clear; in its

20 Virginia Cellular Order the FCC wrote: "We conclude that the value of increased

s
Over the years there has been a significant amount of debate as to whether state commissions were

required to make explicit public interest determinations in all ETC applications, or just those applications

lor serving areas served by rural incumbents. The FCC clarified this with its 2005 ETC Order in which it

stated, "Under Section 214 ol' the Act, the Commission and state commissions must determine that an ETC
desitsnation is consistent with the public interest, convenience and necessity. " (FCC Report and Order in

CC Docket 96-4S released March 17, 2005.)
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No theyarenot, andthatis an importantpoint for theCommissionto keepin mind asit

evaluatesETC applicationsandrelatedserviceimprovementplans. Underthecurrent

rulesnowirelessC-ETCis required to use USF dollars to expand its coverage into un-

served or underserved high-cost areas. This is discussed in more detail below. As I have

explained, even the jointly filed revisions do not include such a requirement. However,

they do call for a detailed description in service improvement plans about how the

applicant intends to expand. They also call for annual reports about continued reliance

on resale, both of which are improvements over the status quo.

Returning to the issue at hand, how should the Commission use this information as it

evaluates all ETC applications ?

The Commission has a public interest determination that it must make when evaluating

any ETC application. This is true whether the application is for an area served by a rural

incumbent or by a non-rural incumbent. 5 The important point for the Commission to

keep in mind is that this public interest determination is a multi-faceted and complex

decision. Granting any ETC application goes well beyond a perfunctory "checking-of-

boxes" that the applicant has met a certain list of criteria. It also goes beyond a simple

desire for increased competition. On that point, the FCC has been very clear; in its

Virginia Cellular Order the FCC wrote: "We conclude that the value of increased

5
Over the years there has been a significant amount of debate as to whether state commissions were

required to make explicit public interest determinations in all ETC applications, or just those applications
for serving areas served by rural incumbents. The FCC clarified this with its 2005 ETC Order in which it
stated. "'Under Section 214 of the Act, the Commission and state commissions must determine that an ETC
designation is consistent with the public interest, convenience and necessity." (FCC Report and Order in
CC Docket 96-45 released March 17, 2005.)
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1 competition, by itself, is not sufficient to satisfy the public interest test in rural areas. ""

2 In fact, the entire nature of the decision that is currently before the Commission was

3 nicely summarized by (then) FCC Commissioner Kathleen Abernathy in the Virginia

4 Cellular Order released in 2004:

5
6
7
8
9

10
11

12
13
14
15

"While promoting competition is undoubtedly a core goal under the
Telecommunications Act of 1996, the use of universal service funding to
engender competition where market forces alone cannot support it presents a
more complex question. Particularly in rural study areas, where the cost of
providing service typically far exceeds retail rates, regulators must carefully
consider whether subsidizing the operations of an additional ETC promotes the
public interest. . . While at one point the cost of granting ETC status to new
entrants may have appeared trifling, the dramatic rate of growth in the flow of
funds to competitive ETCs compels us to consider the overall impact of new ETC
designations on the stability and sustainability of universal service. "'

16 Is Alltel seeking ETC designation in rural study areas in South Carolina (as mentioned in

17 the above quote)?

18

19 Yes it i». According to the application Alltel seeks to be designated an ETC in more than

20 twenty (20) rural telephone company service areas.

2

22 Is there anything else about the current USF and C-ETC environment that the

23 Conirnission should r onsider?

25 Yes, two things. First, under existing rules C-ETCs do not have to meet the same

26 requirement» that incumbent firms such as Embarq must meet as carriers-of-last-resort.

' Memorandum Opinion and Order in CC Docket 96-45 ("Virginia Cellular Order" ), released January 22,
2004, paragraph 4.

Separate statement of FCC Commissioner Kathleen Ahernathy, Memorandum Opinion and Order in CC
Docket No. 96-45, released January 22, 2004.
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1 competition,by itself, is notsufficient to satisfythepublic interesttestin rural areas.''('

2 In fact, theentirenatureof thedecisionthatis currentlybeforetheCommissionwas

3 nicelysummarizedby (then)FCCCommissionerKathleenAbernathyin the:Virginia

4 CellularOrderreleasedin 2004:

8
9

10
II
12
13
14
15

"While promotingcompetitionis undoubtedlyacoregoalunderthe
TelecommunicationsAct of 1996,theuseof universalservicefundingto
engendercompetitionwheremarketforcesalonecannotsupportit presentsa
morecomplexquestion.Particularlyin ruralstudyareas,wherethe,costof
providingservicetypically far exceedsretailrates,regulatorsmustcarefully
considerwhethersubsidizingtheoperationsof anadditionalETCpromotesthe
public interest...While at onepoint thecostof grantingETC statusto new
entrantsmayhaveappearedtrifling, thedramaticrateof growthin theflow of
fundsto competitiveETCscompelsusto considertheoverallimpactof newETC
designationson thestabilityandsustainabilityof universalservice.''v

16 Is Alltel seeking ETC designation in rural study areas in South Carolina (as mentioned in

17 the above quote) ?

18

19 Yes it is. According to the application Alltel seeks to be designated an ETC in more than

20 twenty (20) rural telephone company service areas.

22 Is there anything else about the current USF and C-ETC environment that the

23 Commission should consider?

24

25 Yes, two things. First, under existing rules C-ETCs do not have to meet the same

26 requirements that incumbent firms such as Embarq must meet as carriers-of-last-resort.

Memorandum ()pinion and Order in CC Docket 96-45 ("Virginia Cellular Order"), released January 22,
2004, paragraph 4.
7 Separate statement of FCC Commissioner Kathleen Abernathy, Memorandum Opinion and Order in CC
Docket No. 96-45, released January 22, 2004.

11



1 Simply put, wireless ETCs can avoid providing service to customers in their designated

2 service areas if the cost of providing the service is unreasonable. " That's why the jointly

3 filed revisions give the Office of Regulatory Staff the responsibility of determining

4 whether a request for service is unreasonable.

6 But from an economic standpoint inn't the whole idea behind utziversal service support to

7 provide dollars to carriers serving area» where the costs of'providing service are very

8 high; thatis, where the costs are "unreasonable" ?

10 Yes it i». Universal service support is intended to keep the supported services affordable

11 in high-cost areas. That is the reason support is provided to high-cost areas (as opposed

12 to all areas) in the first place. The question that Embarq would put to the Commission is:

13 Is it in the public interest to allow C-ETCs to receive high-cost support but avoid serving

14 customers within their service area just because the costs are too high? Embarq would

15 strongly suggest that it is not. Yet that is allowed under what Alltel has described on

16 page 8 of their application when they indicate they will follow the steps that are outlined

17 in j54.202 of the FCC's rule».

18

19 The second issue the Commission should consider is that under existing FCC rules if an

20 ETC application is granted, the ETC will be under no obligation whatsoever to take USF

21 dollars and use them to expand its coverage into un-served or underserved areas.

" See 47 CFR 54.202.a. 1 .i.B
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Simplyput,wirelessETCscanavoidprovidingserviceto customersin their designated

serviceareasif thecostof providingtheserviceis unreasonable.8 That'swhy thejointly

filed revisionsgive theOffice of RegulatoryStaff theresponsibilityof determining

whetherarequestfor serviceis unreasonable.

But from an economic standpoint isn't the whole idea behind universal service support to

provide dollars to carriers serving areas where the costs of providing service are very

high," that is, where the costs are "unreasonable" '_

Yes it is. Universal service support is intended to keep the supported services affordable

in high-cost areas. That is the reason support is provided to high-cost areas (as opposed

to all areas) in the first place. The question that Embarq would put to the Commission is:

Is it in the public interest to allow C-ETCs to receive high-cost support but avoid serving

customers within their service area just because the costs are too high? Embarq would

strongly suggest that it is not. Yet that is allowed under what Alltel has described on

page 8 of their application when they indicate they will follow the steps that are outlined

in §54.202 of the FCC's rules.

The second issue the Commission should consider is that under existing FCC rules if an

ETC application is granted, the ETC will be under n__0_oobligation whatsoever to take USF

dollars and use them to expand its coverage into un-served or underserved areas.

See 47 CFR 54.202.a.l.i.B
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1 But doesn 't Alltel, in its application, talk about a f'ive-year build-out plan that it will

2 provide to the Commission that will describe, in detail, how it expects to expand its

3 coverage?

5 Not exactly. In the application Alltel does say the following:

6
7
8
9

10
11

Finally, Alltel also commits to annually provide the Commission a progress report
consistent with (54.209(a)(1) of the FCC's rules. Alltel's plan will constitute a
good faith estimate of the universal service benefits —due to expanded coverage
and improved signal and service quality —that customers in the state of South
Carolina will enjoy. . ."

12 Thi» sentence suggests (but does not guarantee) that Alltel will use USF dollars to expand

13 its coverage. However, in )54.209(a)(l ) of the FCC's rules it clearly states that the

14 above-mentioned plan should reflect how universal service dollars were used to improve

15 signal quality, coverage or capacity. What this means is that Alltel could take every

16 dollar of USF support it receives and spend it on increasing the capacity of its towers in

17 downtown Columbia and Hilton Head, never spend a dollar expanding its coverage into

18 un-served areas, and still be completely consistent with )54.209. Again, Alltel's

19 application was filed pursuant to FCC rules, not the jointly filed revisions for South

20 Carolina ETC regulations.

22 So the second question that Embarq would put to the Commission is this: Is it in the

23 public interest to grant a C-ETC application knowing that the company is under no

24 obligation to use the dollars it received to expand its coverage? Without at least minimal

25 provisions like those contained in the jointly filed revisions, Embarq would strongly

26 suggest that it is not.
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But doesn't Alltel, in its application, talk about a five-year build-out plan that it will

provide to the Commission that will describe, in detail, how it expects to expand its

co verage ?

Not exactly. In the application Alltel does say the following:

Finally, Alltel also commits to annually provide the Commission a progress report

consistent with §54.209(a)(1) of the FCC's rules. Alltel's plan will constitute a

good faith estimate of the universal service benefits--due to expanded coverage

and improved signal and service quality--that customers in the state of South

Carolina will enjoy..."

This sentence suggests (but does not guarantee) that Alltel will use USF dollars to expand

its coverage. However, in §54.209(a)(1) of the FCC's rules it clearly states that the

above-mentioned plan should reflect how universal service dollars were used to improve

signal quality, coverage or capacity. What this means is that Alltel could take every

dollar of USF support it receives and spend it on increasing the capacity of its towers in

downtown Columbia and Hilton Head, never spend a dollar expanding its coverage into

un-served areas, and still be completely consistent with §54.209. Again, Alltel's

application was filed pursuant to FCC rules, not the jointly filed revisions for South

Carolina ETC regulations.

So the second question that Embarq would put to the Commission is this: Is it in the

public interest to grant a C-ETC application knowing that the company is under no

obligation to use the dollars it received to expand its coverage? Without at least minimal

provisions like those contained in the jointly filed revisions, Embarq would strongly

suggest that it is not.
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1 It i» important to note that neither of these concerns is specific to Alltel's application or

2 even Alltel itself; rather, they are concerns regarding the overall C-ETC process and

3 existing obligations that C-ETCs have (or, more accurately, do not have). For example, it

4 i» a fact if the application were granted as filed Alltel would be under no obligation to use

5 USF dollars to expand its coverage into un-served areas. Embarq's position is simply

6 that the FCC requirements that Alltel has agreed to meet, as outlined in its application,

7 are in and of themselves insufficient to ensure that the public interest will be served in

8 South Carolina. That is why Embarq —along with Alltel and the Office of Regulatory

9 Staff ha» proposed revised guidelines that take steps toward addressing these issues.

10

11 Please summari. ,e vour testimony.

12

13 Embarq is not asking that Alltel's application be denied. Rather, Embarq is asking the

14 Commission to take additional steps —steps beyond those outlined in the FCC's

15 guidelines —to ensure that the public interest is served in South Carolina. Under existing

16 rules no C-ETC i» required to use USF dollars to expand its network into un-served or

17 under»erved areas, and under existing rules C-ETC can avoid serving certain customers.

18 Embarq believes that the public interest i» better served by the Commission taking steps

19 to remedy these "loopholes" by 1) adopting the proposed guidelines discussed above, and

20 2) by moving toward greater regulatory parity among all ETCs (incumbent and

21 competitive).
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It is importantto notethatneitherof theseconcernsis specificto Alltel's applicationor

evenAlitel itself; rather,theyareconcernsregardingtheoverallC-ETCprocessand

existingobligationsthatC-ETCshave(or, moreaccurately,donot have). Forexample,it

is afact if theapplicationweregrantedasfiled Alltel wouldbeundernoobligationto use

USF dollarsto expandits coverageinto un-servedareas.Embarq'spositionis simply

that theFCCrequirementsthatAlltel hasagreedto meet,asoutlinedin its application,

arein andof themselvesinsufficientto ensurethatthepublic interestwill beservedin

SouthCarolina. That is whyEmbarq--alongwith Alltel andtheOffice of Regulatory

Staff--has proposedrevisedguidelinesthat takestepstowardaddressingtheseissues.

Please summarize your testimony.

Embarq is not asking that Alltel's application be denied. Rather, Embarq is asking the

Commission to take additional steps--steps beyond those outlined in the FCC's

guidelines--to ensure that the public interest is served in South Carolina. Under existing

rules no C-ETC is required to use USF dollars to expand its network into un-served or

underserved areas, and under existing rules C-ETC can avoid serving certain customers.

Embarq believes that the public interest is better served by the Commission taking steps

to remedy these "loopholes" by 1) adopting the proposed guidelines discussed above, and

2) by moving toward greater regulatory parity among all ETCs (incumbent and

competitive).
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1 Does this conclude your testimony. "

2 Yes it does.

Does this conclude your testimony?

Yes it does.
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